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that there are no differences in the budgetary processes 
of high and low-performing companies within the same 
Bates ery. 


A profile describing the overall organizational and 
budgetary characteristics of each industry was Ceonstrucced 
using data acquired from interviews with corporate execu- 
tives. Profit-center or major divisional executives also 
provided data through surveys on the behavioral aspects 
of the budgetary process in each industry. 


Discriminant and variance analysis techniques showed 
that there were differences across the industries, and 
between the high and low-performers within an incustry. 
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This research tested some aspects of the contingency 


model of mnanagenent, Slsceatcaily. woe ther —firtas 2n she 
apparel, wood, chemical and aerospace industries adapted 
Meets OUGdetary processes £O the nature of their respective 
environments. The aypethsses were that there are ne dii*ter- 
ences in the budgetary processes of companies operating in 
G@pesetrort industries, and that there are no differences in 
the budgetary orecesses of high and low-performing companies 


O e 

See ee ec Cremdive sional execurives 2150 
Beevicged Gata Ehrough Survevs on the oShavioral aspects or 
iS 


g 
the budgétary process in sach industry. 
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PesGciQinakt and Variance analysis technigues showed 
that there were differences across the industries, and 
Pemweenmcne Nigh and LoOw=pericrmerss within an industry. 
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I. INTRODUCTION 


Et We, SP ao ee ee ee 


A. OVERVIEW 


Mim Cones sgGency Theory" of Managenent states 
femaence Of an OLGanizatzgon 25 a Lunczion of 


|e 
eee boeweenh ehe characteristics of its enviton 


those of its nanagement systems, Lawrence and Lersch 
Meets ti, Burns and Stalker (Ref. 2 ij, Poodgward { xef. 3}. 
Therefore, organizaticns operating in different environments 
Smgae CO AapEroOach decision making (and in particular budg- 
Seing) differentiy, thess dirferences being rekated to these 
between their respective environments. There 25 a Jaucizty 


a 
Beacs, wood an 
More speci 

mn 


ba 
ie; pare and ccntrast the budgetary processes employed 
Goer S ene Che, ~oAaduSt > Vie. «a= those used 925 ene 
three other industries. 

Zoesxcomene whether cr not the “high=performers" in an 
indus- heave budgetary processes that mere clesely 
mrat" thelr envizengent. 

Hopefully <the research findings will assist nanagezs of 
erganizatiors to evaluate their own budgetary systems in 
view of the techniques employed in their industry. 





B. BACKGROUND 


The works of Burns and Stalker, WwW 


O 
ence olcscn, Suggest thar different axternal te 


~~ 


economic couditions require cee fSrer.t O>ganizazzeeal 
Pyeemeisce SULNS and Stalker [Ref. 4], pcint out that orgari- 
Zactions in mere stable industries tend to be more "mec 
occ, their managemen+ being Gaaracterized by “em 
Beeeence On formal rules and procedures, decisions reac 
az higher levels, and narrower managerial spans cf contr 
Semversely, OfFganizacicns operating in more dynamic ind 
fetes cena <o be amcre "organic", Characterized py wider 
Pees Of Supervisory control, less reiziance upen forzal 
peeeeau-cS, and emphaSis on dacisiona making az the niadis 
Beene OLganizat. on. 


Oo 
pudgeting is a key manag3nent <9 
t 


anaes 


Ee@erdicss cf its environment . If CRSOry (us 

merece newome Should Eind ditesrences in zthe budgetiag 

G £itMS Opperatia eee 
n 


ms oO 
Gent technical and cc 
ere 


a cS de =Nhein” SoUd Ges. a 
g ng system and +he 
the environment is a necessary condition 
gh-performance in the contiagency dei. Conversely, 
hypothesized that the low-performers will have nore 
diversity in their budgeting systems as the Seley ch eae 
environment will not necessarily be present. 
Merchant [Ref. 5], recognized that @~@ empirical 
esearch studies kad been conducted in accounting to ofera- 
tionalize the contingency model of tanagéement. He conducted 
an empirical research to test the hypothesis that organiza- 
tional perfcrmance is higher where there is a "fit" between 


the corporate context, or internal environment, 





CPesic Von of tte,) Didgecting system. H 


(WD 


d 
detined the internal environment of thé organization as th 


iW 


Size, diversity, and degree of decentralization. ard sought 
ewe mi ne che Gf£Fects of these varianles on cerocrets 
budgeting processes ants Boeace. ces - a5 Bie. ete ee LoOnacs 
Pade tay. Esorchept's findings were that verformance, meas- 
ured by individual self-ratings, was higher fer organiza- 
tions where tae type of budgetary Seeetccy  sdcepe ea 


(administrative versus intarpersonai) confermed to 
and diversizy of thé company. This study uses instr 
Matew-derrom Mercaant to neasure the character 
budgetary processes. However, it seeks te isolate the eé 
Sm ohne 2itetns Oo O 

Peete cseS S2che=> than enat of intetnal environnzenta. vari- 
memes. FOr this pure 

eoen GChateacter 


Coma: tions. 





fu) 
be 
ms 
ct 
J 
(D 
Q 
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$v 
ty 
pv 
OQ 
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esses en Goes if 
Bete nagusssi2s, and tc study the effecr of the external 
environment on those processes. 
B. HyY2ZOTEZESES 
PeM@reo lot hULL £@=mM the AyootneSis Weesced in his 
Eesearcn aré the frollcwing: 
[Mmmomese athe NO diffsrerces ict che budgetary srocesses 
Srmtereis OPEC GetaG in diire=snt industries. 
Peeeeetivesr= 22S "nO dittsrteacss in the budgetary vorocesses 
Sf Mme and  P@ey-per=onpnizg fCirhs #&tbhan the sage 
me WSt= ¥.< 
C. THES VARIABLES 
This scudy ]2xamines tne eftect of Ehs independant vari- 
able, "=he eanvircnment", upor two dependant variables: the 
Steeect="istics of a Eirm's budgetary process, and it's 
perrormance. Tnese three variables are operationalized 
successively: 


This research uses Duncan's model to define and 


Classify relevant types of environments. Duncan described 
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the environment as the 


oat oat Cuma Ke 2H t 


He 


Factors 


iepee fee as TP 


nal and external environment: 


i" 
aicer 


aa eieeutal) envVironmen= Ccensis<s of 
BEETS Heat end Social LaGeore Ss ww ane 
maanmi2etiog Of Speciric decision 
43 fez iy 2040 Consideration 2 
BemavecreOL inhdividuais in chat 
environment consists of those Per stane 
S@ienies =aCtOrS Outside the boundaries of 
oe Otespecliic decision Unit <hat are 
meeo COnSitdcra=io0n [ Ref. 6 ] 


Hoa 
Eos 
syste 


Gnvironment, 
a Abpeet oO:  f£accs5 
reproduced in Appe 
zhe 


envi 


PPrerreq f=On 
=O 
dimension and the 


Sore Al Grvirt~onnent is classified as si 


Specoae Gagecision unit's 


au 
environment are few 
= 


eepeta= =O one another in <thacx 


Re 


Mier ageci sion uni 


they a 
components. is 
#"*s environment are 
the 


degree to which 


CLnenszon -O2 
cine 


ternal and external 


Tne crvher SNVLEONIER 2, 
idacates 
teats it environment 
meranged (Static), 
(dynamic). 
Prestirst considers tas 


internal/fexternal envir 


dimensions. 
zhe 


time, 


onmant 
The 


ary 
Conutenue to 
With which 


considered by individuals in the 


Or chaage. 


frequency new and 
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those. 
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decision-making 
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located 
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large ia number 
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remain histor 


The static-dynamic dimension consits 
degree to which 
remain 
second focuses 
ifferent factors 
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factors 
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Pumear®s conceprualization of the envirc 
expressed in Appendix 8B. COU Me IGu enon eto. di 72152 0ns 
produced icur cells, each ceil representing a “Y Pe Os Eny 
PMiemercnatdcter: Zed by tts leval of complexity and cts 
changeability. The four cells, therefore, represent an 
ancreasing degree of perceived uncertainty for th: init- 


wie & 


Viduai decision makezs, cell one (sianplie/sta 


1{ 

iD 

Ea le 
i 

(D 

i 


t 
Sonting the lowest ievel, and celi four (ccomplex/iyne 
the highest level of uncertainty. 


Four industries ware cho his tesearch, ?2ac: 


a 


S Or x a 
having an environment corresponding to one of Duncants 
S 


Semis. The selecticn of the ztnaustri:2 was Dased on the 
Poeepons Of Several experts in the tields or cerperate 
finances, economics, and management. The apparel manurac- 
muga2G Industry was selected to represent cell number one, 
mig tead Sy selartively cee factors and components in the 
environment, <that are somawhat Similar <t0 3ach otnrer, and 


Moteme cremalin constant over time. 
Cell zwo 


, CHeraccerized by 4 Large number o 
and compenents in the environment that are fr 


dissimilar yet basically constant, is represented by the 
Ree Dap]; and Dapet products industry. CoOnupanies Lay snss 


PrdGetiy M@USe  CONnslider a wide variety of factors such as: 
G@emena  Eluctuations precioitated by construction trends, 
environmental impacts, the effects of weather on its sources 


cof supplv, the erfects of pestS/odarasites, government regu- 


Poeeion One wood cutting, etc. These factors bear liztle 
Similarity to one ancther and nave been hnistorically rele- 
Women rtactors 12 this industry. 


Cell three, represented by the chemical industry, 
has an environment typified by a small number of factors and 
compenents, somewhat similar to each other, but subject to 
considerable change. The rapidly expanding technology of 


AZ 





today's society has mada 1% imperative that chemical 
MAaNULACtUreErsS constantly change internally in crdeaz to 
supply zhose products demanded by their markets. 


Mee cOtscnh ond Einadecell as the most dynamic, ane 


exemplifies &n envirtenment with a large number of actors 
and components The Eactors and components are not similar 


to each other, and are continuéisay changing. The aerospac 


(bv 


& 
industry was selected to represent this environmental cell. 
feo oan t€hiS industry must consid2z a very large number of 
Zactors, often very dissimilar, such aS raw materials scar- 
Smee, unceLtain démand, lanor shortages/disputes, economic 
H@iG@erocainties, etc. Furthermere, =zhe industry is 
eee Lose stOn= Of technheoleqy, ah the oa 


Pee en VI TOnnents. 
~ pa eee _ mm 7 — ot 
Peer meuateCefcist ics Of Bhe Sugactary 3 


ioemead-actetase cs Or a= Dudgetary processes wer: 
PLgken Gown into a “"mecnanics" component which identicaes 
merece mas design of tae budgetary system, and 2 "behay- 
femme weogtcpenG Which identifies the benavior, motivations, 
ema@mcnhs attitudes of the decision makers within an organiza- 
tion toward the budgetary process. 

Th 


Gemal Long-range and short-rangs financial plans, and at 


iD 


tmechanics" questionnaires looks at the Existetce 


v 


th 


or 
the 


BerOrNuiatton and @pproval precesses. It covers: 


Semictures Of he Or dgeniza=.0ns 


*+he degree of centraiization in 


Ww bh = 
e 


ecisicon-making 
iE 


a 
SpewHorszonus Of tne long “and short ange financial 


plans 
4, the updating of tne plans 
Decne Gorail of the plans 
Semtnem@uput, aperoval, and implementation process 
7. jhe variances computed 
8. the data processing systen 


i 





9-e che use Of computer generated nodels or simulaztic 


i 
" 


(wv 
O) 
a: 
et 


mOs che use cf flexible or zero-based budgeting < 


gues 

Mien Eirot Patt | Of wecne “pehavioral”® questionnaire 
used Ey Merchant was an abbreviated version of the Swiéringa 
and Mencur guestionnaire [Ref. 7}. 

crchant performed @ factor analysis on his data 

Mere nesdenzified six factors. For this reéesea 
loading variables in e25h S@eplicecacrt "Ss § f2c2or ws 
retained, in total signzeen of the thirty-seven items is 
Bememage'S SULDVSyY Were usad. WMerchnanz's factors and nighes< 


loading varsaoles aré presente 


iegda 2 sa tO tad fete §“Ohe four oche= 
instruments used DY Meechant #cS2 ctetained FOS thes 
BeeeartCn, 26. 

1. & Laive-iten scale neasuring the usertuiness of budg- 
Seigemde Ve loced by SWieriage and “oncus (ibid), and 
Beins 2208decerhouse { Rel. 8], 

2. tne three-item Hackman and Porter scaie measuring 
Hemvec Oj and attitudes (Ret. 9], 

3. a sevéen-item Hackman and porter (ibid), scaic «meas- 
ieee ene Link between budget arformance and the 
corpcrate reward systsm 

WS 2 series of questions daaling with slack and manipu- 
Mearecn in the budgetary process 

The ccnaplete "behavioral" questionnaire is czherefore essen- 
tally that used by Merchant, but reduced in léngth whers 
BOSSTELE-; 


D. PERFORMANCE 


[Miemspecerrtic Lattisssecnosen tO ECSepresent each industry 
gamer setected from Fortune Magazine's list of the five- 
hundred largest and five hundred sacond largest industrial 
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Bempeesse200S5 ihn the United States. These companiss are 
ranked by gross fTravenues. Thea sample included ali “he 
companies in each of the selected industries which aposared 
Pee wee Last three ccnsecutive years in sither of the liscs. 
his technique yielded a sample that cont 
ies in the apparel industry, fifty-tw 


the wocd industry, sixty companies in the 


& 


G 
and nineteen companies in the aerospace in 
Peeepecion tO this procedures occurred 
Peeereckhy. Lhis group constituted ths smallest dortio 
Sample. In order to increase the poten 


aemeaeacaitional fr: 


I a 

firm were compared against the in 

Fortune. Any company whose ca 
3 


Cc 
industry median in both cat 


cis Oeecs fOr wall ch 
Mas Considered to be a "high-pertormer". The remainder or 
Me —eGmDanies Here considered to be “low-performers" for tae 


purposes of this reséarch. 


ie OLSE 


MimOonrde= £O account for the efrect tha=z sizs may have on 
the budgetary processes, the selected firaus were classified 
aemencner “snalil" or "large" within each industry. The 
GammeriOnumicr this Classification was the particular list 
that a firm appeared on. If it was onthe largest five- 
hundred list for at least one year out of the three exan- 
ined, then it was considered to be a "large" company. If, on 
the other hand, the company never appeared on the largest 
list, then in was considered "small" for purposes of this 


Soiay. 


45 





III. RESEARCH STRAT2ZGY 


em 2s et ab SP oo i = 2 =e ES SP a Gap 


Pee strategy £or collecting the data combined <i 
e Se 


ef personal interviews, t¢liphons intervie 

Survey juestionnaires. ftacn firm in the Samples was nailed a 

Muetoe Ine=caucing the project and solicizing saréicipation. 

Meee 1Stters were addressed to tne Chiel Finencial Officer, 

Om COmmM=ensurtate corpecrats level manager. A tetephcne call 
@ addressee to detarmin 


Glrdet2sen ea her = ne Mecradacs OT 
Muomotlagecary SYStC2M In tae Organization. These interviews 
ras) 2OL ths nOSt fart, Clagtee-0 With ta CCEDOrat > Jeyou 
exe 222 eMieete coe Cet, Conzrolle:, 


@esephor= interviews, and anh audios ta 

Was hede. A few companies requested that their input be via 
cae ewiclc en format, Sidwone Compopace Ofriccal eS 20e es 
Viewed in perscn. PT iemoel oleae men Coal Stllcsn, “Or person 
famwoing che “mechanics” interviewS was asxed to provide The 
Ramés end addresses of at least fitteen of the lewest level 
Peet ceacer Managers an the conpany for participation in 
maeoehevLOrat Dart of the survey. If the company did noc 
PeemepEOr.« Centers, Cr Was reluctant tO grant pvernissicn to 
Sime yeacs  DpolLit-center manégsrs, chen major cost-center 
Managers were substituted. Neprocemate ly NinNcty percert of 


i 


the responderts were profit-center aanagers. Generally, th 
profit-center managers were division managers. Five ccompda- 


nies in the apparel industry, Six in the wood industry, 


fourteen in the chemical industry, and ten in the aerospace 
anaWwStr y participated ina the “mechanics" interviews. 
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However, as can be séen below, NOorP aL Of PEneSe COlpanrses 


agreed to participate in the "behavioral" survey. 


The managers identified for the "behavioral" survey wers 
S2nt Bide Fa ua L packstS containing LaSteue a. crs BOs 
Souemec ing and rcaturning the survey. As planned, The 
majorit OL responses wers received directly ft50n cae 
eee Dewed surveyed. In total, two-aundred aad thictyv-six 
Pomeerc= Dents were provided. A preax-down or tne "behavioral" 
Bemeecinants by industry follows 

ese asei = SOUS “Comeanies provided fitty-e€ight partici- 
pants 

Mm@~~~ocodie4.Vo COMevanies provided Eorty=Six vDartacinants 

Bempenhemica =: ten comeaaies srovicei eighty sarticioancs 

Pee scesesplace: Seven companies provided f£itcy-twe parttic- 


Cme-hundred and eighty of tha questionnaires were conpisted 
[SOTA Nsad 2 cliMe te be tacorporated in tae analyses 
Meeereiced 27 this thesis, =icr a a2 participation rate of 
Sevemty-Six percent. heer eak=down Of “Dehavioral” zDespon- 


v ms 
Genes Dy Laaustry follows: 
a 


ee) Seearsi: thirey-seven respoases 
Pen cOG>=Stniltey respenses 

3. chemical: sixty-seven responses 
4. aerospace: forty-six responsses 
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Iv. ANSEYSIS 


The analysis for this research has beén brok2n dewn into 
te 


mi@ acces. The lars Ss MeSECEEPULvVe prEOzLle “Or ta 


rb 


a é 
P2eMS in each of the four industries prepared fron ths 


BmC@nanics™ interviews. The second area 2-5 a Statistical 


Seeeeysis OF =the "behavioral" data. 


ae Ff ROFILES 


Ss 
Ape jokey Or the firms bad protit cenveris within 
ds 


Qs 


hree of the five companies nad formal 
Sew Dee NeriZors Galtging Grom three 
Memmi ve years. These long-range plans were prepared and 
updated cn an annual basis. Ali of th: companies had arnual 
Biegetaetha- contained detailed saformetion broken down to 
the cost-cernter level. The ennual budgets were prepared for 
monthly, or monthly and quarterly increments. The +hree 
firms chat nad formal long-rangé financial plans updated 
their annual budgets on either a quarterly or yearly basis. 
The two firms that had no formai long-range financial plans, 
did not update their annual budgets. All five firms did 
extensive variance analysis. 
The three companies that nad formal long-range 


fimemerabewrlans also had a corporate budgetifg or fianning 
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Manual, or were in the process of déveloping one for inn 


(p> 
t 


$v 
ri 


= 
= 


diate use. The two firms that had no formal long-range 


Pcs 


iP 
fey 


U 


( 


Med EG cCrporacte planning or budgeting nanual, andiis 


meow ce NO Guidelines and assumptions for the preparation 


or the budget. The other three firms issued extensive guids- 
Mees anc AaSSUMpPtions rtegarding th2 econconay, Ron Rta Ol-s 
wo, eeveri=ad COSTS S=c. 


Vv 
Semicon MOnmESSDOnSeS CORCerning <a 


There was a wide = 
memec 0UCGst formulation and @pproval process, aod -2 ens 
W2aS ZO chservabie pattern for tne usage of: Flex bie oS 
@eeo-cpese¢d budgeting, Or cOmptteriz2d models or slmulations. 
PeOsSe COmpaniscs that had formal .ong-range financial plans 

@x2 greater usage of date srocéssing assistance 
aC 


Z. The Woeoe Ladustry 


Scere ECW et how ewOCT™=™rquStoy oarticipated in “he 
Uitwecaen.cs" research. The sampl2 contained four large 
meee, twO OL: Which were high periEormers. OO the two shall 
firms oné was a high pertormer. The companies tended to De 
Mere decentsalized than those in the apparel incustry, with 
MeomGc eae) Ondabizazticnal structural pattergs for the saarple 
as a whole. Wi. f tm COnlame os und a LOrmal Tore-range 


meteniciadt Plans wit BOri Zens that ranged fErom thzes to 
fifteen years. These plans were prepared on a yearly basis 
and were all updated at least annually. All the firms in tne 
sample had annual budgets that were broken down for entities 
below the cecrporate level, (as far as cost-centers within 
factories). The annual budgets were generally broken down on 
aumonthiy basis and were ali updated within ‘the budget year 


VW 





except for cneé company. There appeared to be significance 
emphasis placed upon variance analysis by all she companies 
in zhe sample. Two of the firms had a corporate budgeting oz 
planning manual and these firms also issued guides 
assumpcticors tO their managers prepare Boe Male ouace 


ac 
inputs. The cther firms issued no guidelines or 3 


te- 


S 
There wés no evident pattszn relative to «he usag 
ible of zero-based budgeting technigiu 


oe 
O 
Ui 

t 
a 
t’- 
ry 


use computer generated models or siaulations. 


Ail of the firns nade uss of data processing in the 
Late 


— 
e 
- 
3 


budgetary process, but only two hed rsmocte Lactive 
terminals available. The fommulation and approval srecess 
a i réviews 


appeared tc be pcttom—-up, with many iterations and 
at a 


BeEOTEeG <=h 


(v 


Bim e DD ECVs! Py s@O2 Dos 


iv 
FE} 
p 
i} 
ja) 

WO 
( 


«a. 
ad 
ed 


es 
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teer companies. Nine were large. Five larg2 ana two small 
companies were high performers. Wie scO. pCrars  S=2UCtTUSEes 
varied greatly (many of the lems were highly diversfied, 
eaemec: Chem Waicrived less than firtty percent of thenbe 
Beveomuecs from Chemical related activicies). There appeared 
PeMeeoe more Centralized decision-1aKxing in this industry 
Pemevyer, than in the wood industry. Veerudalily ali ofemme 
Gompenites had prorit centers within tas organization. Ail of 
the companies, except for cone, had a long-range tcornal 


ae 


eetiencial plan @With horizons of three to Wfive years. Most 
wers prepared on an annual basis. All the firms had annual 
tudgets broken down fer entities bslow the corporate level, 
for the majority down to the cost-center level. The annual 
kudgets were broken dcwn on either a monthly or a quarterly 
basis, or a combination of the two. All were updated at some 
time during the fiscal year. The najority of the companies 
had a corporate budgeting or planning manual, and provided 
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Gutdeiznes and assumptions to managers prepatiag the dbudgec 
anputs. The guidelines and assumptions concerned econonic, 
MaoGr, cvetnead, and other industry-related data. Only two 
meee Decvided profitability constraints or vrofit taraets. 
Extensive variance analysis was perfora Vv 

fies Lidustry. 

The formulation precess typically contained many 
iterations. Final approval usually crested with top isvei 
corocraté management. ery littie use was made of f£lexidle 

D 


Sreeec-Dased budgeting *eichnigues. he firms nade 


LQ a 
ip 
ci 
fs 
ty 
<< rm, 


Breen sive USE OL Computers in the bud. mrocess. ost 
He deere cn Interactive and batch facilities. The majerity oz 
companies had ss medelis sf simulatious available, 
Pismereccsmaom £Cz bucgst related activities. 


> aston ie —_— east as 7 ao = 
Demme s foan eb Cele CShetSsls Wee hen Theil o©rganizatiois. 


m 
Most of the companies 


Rotem Oa Ctna god wincO pmoaucc (Os 
PLoduct-croup segments. The Sample contained four companies 
that derived less than fitty percent of their revenues fron 
Pema eLbOspace industry, Of the lerjge companies, three were 
high pericrmers. Two of th2 small companies were high 


performers. 

Al2 of tha cecmpanies had formal long-range financial 
plans. Most were prepared annually and broken down by years, 
however two comcranies used quarterly or monthly and quar- 
Pewimyeincervals £0rL preparing she long-range plaa. One of 
the companies used a multiple year increment for preparing 
its formal long-range financial plan. The long-range plans 
had horizons that varied from two tc ten years. All were 
updated on an annual cr more rrequent basis. The long-range 
plans for this industry contained the most detail, and 
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extended farther {on average) than any of the other three 
mreustries in the study. 

All of the compani2s had very detailed annual sla 
Meermwen OUST LOL cost-centers, except for one Ffira that 
Hoe coucetly £Ormal Euagst information below che divisic 
level. Ali of the high performers updated their ann 
budgets at sometime during its cvcle. Most were updated ona 
guazterly or monthly basis. Rwe so] cae Vlow periormers cic 

update their annual budgets. 


NoOmeae =r aiconia@ upenGe+ec-eq or che use 
a 


manuals AperOKksges ec. y C82 che companies did eot use then. 
Wiebe liv all of the companies issu 


Memmeeaectusing, to 
Geena mere 2ientifie 


iateowe Te eu 


qt 
(D 
Qu 


eeemepeacach Drocess, and then incorpora 2 
Overhead was scmetimes considered in a separat2 budget. 


Gemempere.e level involvement for ths large, high performing 


gua 


compani2s was géeneraily inmited to review of Summary data 

Corporate level acticn to revise these budgets appeared to 
Pomieemr-ed <O an “¢n exception basis", Father than asa 
Matter of standard operating procedure. Notice (2 “the. comsas 
tes had extensive electronic data processing assets avail- 
able for use in the budgetary process. The same aine had 
computer generated models and simulations avaiiable. No 
pattern could be detected for the use of either flexible, or 
zero-based techniques. This industry demonstrated mere 
decentralized decision-making than any of the other taree 


industries. 
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Be ANALYSIS OF THE BEHAVIORAL QUESTIONNAIRE 


ivemraeceOn dialysis of the "behavioral" Mata resuitece is 
twelve tactors which closely matched ~zhe scales used +o nakxe 
h 


Mens  bengeviloral™ guestionnaize. Ths first sighteen vari-~- 


Beeb omtoaded On Six factors that accounted for sixty-zivea 
percent, and the remaining variables loaded on six factors 
C 


Perec cccuntea for =ifty-sight percent cr the total variasace 

in the responses. NCE tre flost =1gGit een ite ax 

Mememanc’s factor analysis of tne Swierincga end Aoncur ques- 
O 


Be e os 1. 4 on a a, / aan . 
Ife a naire, =9°0 MA ln GLE ESL ence] Deewe Son tal 


S 
Poem Neem clecerLOutes (Lhaustry (waich owas ths 
© 


Cbqy2ct ot Merchant's research) ae) auSOnslLgnial Cages << 
ise one Oudgetzng behavicr of managetsS im Ecur cther 
Metete oles. ApDendz:x D. and E. list =e factors, and highesz 
Mecmemmg Yatiadles resulting from the factor anziysis. Ths 
Stee DGINs CnoOSen 5 2helucde ¢ variable within a factor 
Melee iGading or .40. 
C. AIPOTHESIS TESTING 

AS described im Chapter Ii, two hypotheses were tested 
in this rtésearch, which expressed in their null form were 


n 
ene £COlLlLOWlng: 


1. There are no differences in the budgetary precesses 


of firms operating in differant industries. 
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Zee there are no differen 
Sieouegn “aniae’ lo 
Ene 1srer y. 
in order to test each hypotnesis, two discriminant analyses 
were a EleutwreateGne a tO Cer sri 7 


en the — na Lewes Oe coy 
e 


Ne wW 
Ss the results of the 
ie 


showed that poth nsypotheses must be rejected. Fror “he anal- 
MeeremeoctWSen lndustries, the percentege ci cases correctly 
Geass triecg Was ninety-five percen: on the first eightsen 
Beaeeaiua jLagty=oue percent on the other fecur scaiss for 
Bae epoarei indus wUsery, cas Lee Ganc— 
ages were respectively ninety-five and one hundrea; for the 


in 
YO 
ros 
ao Ww 
O 
ct 
2 
wT 
on 
t{ 
ct 
Ww) 


or © cCucsStioOnnare. 

Pee asscciMingn=: eialysis of nigh and low-psrfomning 
SamOan 2s Within an industry showed similiar results. For the 
first eighteen questicns, Nanety=-twoe percent of the hsgh- 
performing companies in the apparal industry were correctly 


classified, as were ninety-cne percent of the low performing 
companies. Ninety-six percent of the high-perrorming, and 
eighty two percent of the low performing apoarel companies 
Wee= correctly classified for the remainder of the "behav- 
ioral" questionnaire. In the wood industry only sixty-thtree 
percent of the high-performing companies were correctly 
Glassitied regarding the first eighteen items, however 
Ninety-one percent of the low-performing companies were 
corzectly classified for the sam2 questions. One hundred 


percent of tha high and low performing companies in the wood 
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BmadWwStry were correctly classified for the other items of 
Peteweerevevyicss i" guestionnaire. One hundred pe 


2B 
{-- 
Q 
7 
fv 
ty 
fds 


Pc Serr OLzing companies in sas 


Mente Cotrectly classified for th 22 Questions, 
and the percentage MMe Oe-GoesclassiciGacsOnSs Tor Doth the 
fee and low pertcrmers for the remaining itea das 


6ighty-onre percent. In the aerospace ind 
percent of the high and tlow-p 
e 


@oupcectiy classifi 
n 


Seoncye CNS percent cr the high-periorminganéd ninety-five 
Pet Cent Ci the icWw-perftorming companies were correc=ly clas- 
Beewed £Or <h2 remaining liens: 

These data demonstrate that <there ars clear dirferénces 
Meewesn HiGn-bSrlicoraing ang low-psrtceminag comp2niss within 
Mier OL £ie EOUL indgustraes. Ih oOrde> <*0 2xamEirs nore 
fees y ths Gleterences and theer natult2, anaiysss cr vari- 
Meee vSne CONGUCTSd On the Laecto=rsS aczicss th2 industriss. 


Eeeeee io aNAILYSES OF VARIANCES 


jae DUE oese CL this research was €9 te 


Sic 
ememcoucling=sncy mode] of Ranegement, specifacally whether, 
eecmnow, 2£2il0S Overating in difterent ]econcmic and technical 
environments adapted their budgeting processes to the nature 
cf their respective environments. imcaac: £O.- Lea=neene 
Mature of the differences between industries, nalyses of 
Veriances Were conducted on 2@€Ch ct the Lactors, ard on 2aca 
oz the Beep besuwitian 2 sacror. “Sesules snowed  <chat on 
every factcer, excerpt for one, ther2 were statistically 


Significant differences between the industries. There were 
elsoust@atistically Significant differences in twenty-three 
of the fourty-three individual variables that were tested. 
Appendix F. and G. illustrate the factors and the variables 


tha+ were tested for differences between industries, alcng 
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Po meeiewr ee Vales and probabiiitices of €xceeding F foz ch 


MemgweamlesS =hat had statistically different values across 


Pag scckiese 22Cnh l1ndus<ery* Ss mean Sssponse is also presen tec 


u 
Bumoead2t t© demonstrate the direction of responses ina 
Mpeadustry. ructher reseéerch into the ditferences b 
feegnmiedd lJéw=oeELrfrorming cOmpenies within an industry, =: 


highly recommended. 








[ecef&ous industries differed Silanifican 
SB=aecentraiization of the budgetary proccess and ths sianif- 
2 D 


u 
2cemce attached to perfornance 
qd 


SGce7 ctuune= budger. 

ma-moaovels! Industry 2s d]escrioed LTarst as 2% stands our 
clearly from tne cther three industries. This industry was 
myememccs:e Gentralized of the thres and attached the sacs 
mupemcance <t5 achieving the oudgst targets. The azcfiz 
center managers reported a high involvemen= with details 
mmomemcuadectsigj, Ceporcing, 2nd Sxplatnaing variances. Given 
Momeeiege Ntemarchical level of tns respondents, these 
anSwers suggest a very centralized process. Sunt hoeie zs, 
Mey alsO assigned the nighest scores of the four incustries 
wheon Po@eming sie GueSsS<~icas regarding thesr toD marnage- 
Toi Gatenei Of TO dSteizs and a@biiity to Bientity slack in 
mere buccec. Reoneael Veber y "elOsts dss tne LSesSt ainelaty <0 
Mmemieorelate= their budgetaz>y cata in crde> te retain seme 
Safety margin tor thenselves. The answers are ccensistent 
With the answers tO the quéstions d@aiing with the decen- 
meee Zat.On of decision-making which vere incluced in the 
Mechanics" questionnaize, and which indicated that the 
meeaie. industry wat, formally, tht most centralized of the 


four industries. 
The tudget in the apparel industry apoecared to be an 
important tcol which received a great deai of emphasis. The 


profit center managers reported the stronges= link of the 


four indus<ries between the budget ezformance ard the 
corporate reward systen. They agreed that performance 
against the budget was an important factor for career 


advancement, and they aiso reported the highest sense of 
Personal satisfaction and feeling or acccmplishment in 
connection with achieving the budget. 
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Wem beortteS |) TOE whe Other three 2nduseries ~wes2 ac= 


(v 


~ 


Gee reuit to sketch out as were mere "niddl of 2b 


WwW 


MOM FacceE G&S £Or the industries in Duncan's *txo 224ai 


(pb 


(y) 


célls, the wocd and paper and the chemical industry, wer 
Ss 


especially hard tc detect. The budgetary precess was signif- 
Lcantly less centralized, however, than in the anvdparel 
Bemis cL Y . in prorit-centér managers taporced \ 


lesS invelvement with details, tha fraquenc 

being ¢xrressed by the answers “occasionally” + 

Seeos=a =C "WAliways" to "otter" in the apparel indu 

also viewed their tcp managements as less involved with 
y 


detaiis and the issue of budgetary slack. Finail 
n 


etween btudgec perfcrmanacs anc career advanceman= was not as 
Beeonadiy expressed aS in the apparel industry. Personal 
eect action in connection with Seotoving tse Succes, 
although cicarly expressed, was not aS Stocngly expressed as 


eee ne apbazrsl industr\ 


ficmemidiscry in DPuECan'’S fourth cSil, the s¢erospacse 
Molsesy, WaS S_ther similar <o the wood and chemical indus- 
pees, Garcons Arce lel ANAUstry< che OnLy vewo IoStences, 


m3 
0 

Melewsene aerospace industry markedly difterent fro 
Giseee. The prolit-centser mana: a 
g 


ge 
Beoemi1ons £Or advice cn How <c achieve their bua 


oto cousia— 
erably more often than those in toe otnaer threes industries. 
The aerospace managers scored “often", versus a response of 


Moccasionally" in the cther industries. They also reported 
the highest need to pretect themselves Dy Submitting budger 
that can be sarely attained. 

On anumber of dimsnsions, che aerospace industry's 
scores were eitner close to those of the apparel] industry, 
or in between those of th? apparel, and those of the wood 
and the chemical industries. The raguirements for explaining 
the variances and reporting on the corrective actions taken 


were similar to those in the apparel industry. Like the 
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Sepee=) GeGuserywicnagess, whe aecrosvace indwsetry Manegers 

isc expressed a high feeling of accomplishment 4 
Satisfaction when achieving the budget. On all =~ the of ber 
dimensions, tne aerospace industzy strongly reseablisé <zhe 
@@egacal and wood industries. 


mac Nea ture OL Shem: foe @eness described beewelH ae 


mepere: and the other taree iadustrizs is consistent? with 
Bien catrsrences in their environments. The apparel industry 
represents Duncan's cali one, tnat iS the environment with 
tha lowest level of perceived uncertainty. Phe Eype» “o= 
eee SYScem Ghat best “fits” tais €eAvironment is ons 
Biere decisioa-making is centralized, and budgetary ceontefol 
Mee ly imtlemenced, i= Sia ssCesusstles wich y Fes 


n 
ebserved for the apoarel 1 
o 


. e - -= ‘ 
and tnasse dircerences aese Coascas 


Sayer Gnnert. F Ga 2G) TOS AntSscactaons 
Seoeehes: SUperiogs, which is consistent with Lawrence anc 
Melsen' Ss ObSe€rVYation that EL=imS O985atiang in more complex 
euvatOonments need mere aladorate iAntegrative mechanisas 


facts 40 |. Second, they expresses 
developing pudgets that coula be sat 
te interpreted as an attempt to reduce the perceived uncer- 
fee ont cay « 

The similarities reported between the apparel and tne 
aerospace industries are rot surprisiag. They are consistent 
with Fiedler's findings that a more authoritarian and tasxk- 
oriented leadershipo style may be the most effective for 
highly programmable and structured tasks, as well as for 


Other extremes, i2@. wunprogranmanle, and amblguous tasks. 
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Fiedler explained the latter by a anead to reduce the leve 
of uncertainty so that an organization can cperats =: 
tively (Ref. 11]. On a large number of items, however, =he 
aerospace industry cculd not be disringuished 
h 


aoemeene Chemical industries. Furthsrnocre, 
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Ss, Mewes cele ag Cespectively) Duncan's  celis << 
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,» also ccouid net be easily distinguished from #24a¢} 
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OPO nee 


meecuScencrE analysis 1S ‘Needta cn che <éa 


rns may be distinguished. 
Megald, HOwevGr, the data Supp 
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APPENDIX A 


Pacvorsceand Components Comprising the Organizational 
iieertab wand External Environment 


1. Organizational Fersonnel Component 
Wmeeeuecatilonal and technoldgical background and skills, 
Beeeroevilous tCecnnological end managerial skill, 
C. Individual member's invelvement and ccmmitment to 
attUalining system's goals, 

interpersonal behavior styles, 

Mepieeolrey OL Manpower for utilization within the 

Svsctem, 

moms anizacional Funetional and Staff Units Compenent 

peepecenmoclogical characteristics cf crganizational units, 

Cpmeenceeraesendence of orecanizalional units in carrying 
“Heme geir Ob JECTIVEeS, 

Meter e—onilt Conflict among creanizaticnal functional 
e@eomesealt units, 

m—eeecere Nis Conflict among crganizational functicnal 

am@emotas: Un1tS, 

fpememecanizaticonal Level Component 

Wer eanizZalvional objectives and gcals, 

Meee 2rae.ve process integrating individuals and groups 
mavoueCmeriDULINE Maximally to attlaining organizational 
Poa s, 

Me wacume Of Che Organization's product services. 


Co 


tr! = 


4Y. Customer Component 
[eEeetiser lOULiOn of product of services 
Eypmeaecedal users cf product or Service, 
pee oupeiiers Compsnent 
A. New materials suppliers, 
Eee aguapmen. Suppliers, 
Spr rocucts Darts suppliers, 
Peeeseer Supply, 
6. Competitor Component 
meecompevitors for suppliers, 
Epc emCoceLeors for customers, 





femme O=-Dolitical Component, 
A. Government regulatory control over the industry, 
Epeiupire political attitude towards industry and 
merseparticular product, 
feverationships with trade Unions with jurisdiction 
fieune organization, 
8. Technological Compcnent 
Meeting new technolegical requirements of own 
industry and related industries in production 
Speepnroduct or services, 
B. Impreving and develcping new products by imple- 
menting new technological advances in the 
Paeustry. 
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APPENDIX -B 


hiv isonmental State Dimensions and Predicted 
Uncertainty Experienced by Individuals 


Parceived 
in 


Decisicn Units 


Simple 


cei 
moWweperceived uncertainty 


ee. 

emali number of factcrs and 
components in the environ- 
met 

mactors and components are 
Semewdac Similiar to one 
ancther 

Maer ors anc Components remain 
basically the same and are 
not cnanging 

wees 

megerately hign perceived 
namic 


Baer! MPuUmber ef facters and 
components in the environ- 
ment 

Faccors and components are 
Semewnatl Simiiar to one 
another 

maewors and components 
the envirenment are in con- 
tinual process cf change 


at 


wd 


(1) 


Complex 


Ca 


moderately iow perceived 
uncerteiny 


Large number of 
Somponercs inc 


ment 
Pee aeverns ane comecne nts are 
Poeeeseno ae “LOlecne anc inner 


Bee ers ere CompCnents re= 
main basically the Same 


1) Large number of factcrs and 
ecmocnents In the envirecn-= 
ment 

2 eae lors “and 
pee sin. lar 


Ccmoecnents are 
boone 4ane vier 


Pacters and components of 
environment are in a ccn- 
Gintial crocess cf change 
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PrP BHDIEX °C 


Factor Loadings of Budget-Related Behavior 
(from Merchant's Research) 


Items 
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it am required to submit an explanation in 
Writing about causes of large budget variances 


I 

i 

i 

' 

if am required to report actions I take te 
Mecteseec. Causes of budget Variances. ......2ee0e6 
Pema Gequired to prepare reports comparing 
macsucrmmmeesulis With DUGECU LG iw woe ce ee we ee ; 
,i am required to trace the cause of budget 
mete armces CO groups or individuals Within my 
Pe RO TRU TNO ILE ae. cient outer el <6. d bice:.6.6devalle ae) @eceie Meee ae W288 ee 
{ 

nT nts a Se ee em le 
Meets even Ge Off BULGET PLANS 


ithe budget is finalized only when I am 
Mere ot ied With Its..... een gaan ta eee ae ws tie Altai 
iNew budgets inciude changes I have sSuggestedcd.. 
t 


muerte c ss Ole. et items with my subordinates 
BPM CMS COCUT S66. 6 elses de oe ww ecw s ho re : 
12 work with my subordinates in preparing the 
Beri ermmee tT HEN Ae Par CMON C 4 s.6.s <6 efeuelen< «eee eis ee - 
(1 evaluate my subordinates by means cf the 

Pe NN ere eee tee seco ei oe, sce aie. 6: seer etiah Brie me eae ee we we ee 8 ewe 
eee ee ee ee ee ee a SS 
ee 
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Pte Ohoe FOOEKPECTED: BUDGET OVERRUNS 


Memerna it necessary to charge some activities 
meomOcner acccunts when budgeted funcs for 


BepesemeculvVictes Have Dee? USCC UD sy. . ses. ee ee 
biedave to shift figures relating to cperations 
BaemEeceoNbDUdE el VarlanCeS«: 608 ces eee tee 


peeninge lt mecessary to stop some activities in 
imy agepartment when budgeted funds are used up. 
ee een re es a Pe eo 
Meee ACTIONS WITH SUPERIORS 

I et oe ee es 
1l1 work with my Superior in preparing the bud- 
RMCeONIE NY Oe DAG EMECML «sini ess cies c ees 6 6 6 0 wie 
1l am consulted by my superiors about special 
miacters lewould like to have ineluded in the 


Hoviemiemmee eine, Prepared 225 ies 1G eee oe sh ee 
megonm coumys superior for advice on now to 
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tL investigate favorable as well as unfavorable} 
Beewitences for my department....... Bene ce idee eee ee 
iPreparing the budget for my department re- 

‘quires my attending to a great number of 


I 

\ 
details eeeo0eeeeeeeve ee ee e+ 8 6 © © © © B&O ew Oe © Oe ew & EE 6: | ee 
il personally investigate budget variances in | 
PUB MO COST CUMENE.. 626 ees ele we ee we Meh reheat se en 


Pemecwanctc, K. A.,The Design of the Corporate Budgeting 


a oon = ee ee en ey ee 


System: Influences on Management Behavior and 


| NS ER ME EO BR EAE REO: SL ee eg ee See 


Performance, Tne Account Review, October, 1981. 
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SEP ENDOEX D 
Factors and Variables of Budget-Related 
PcudVicOnalmrtems (CURFeNnt Study) 


ieere and Items Loading > .4O 


% of 


T am required to prepare reports comparing actual 
Bemmeromen cr DOUCZCt. ck eo ew ee ee ee ee ee ew wee ees 
eam required to submit an explanation in writing 
Muememecreses Of large budget variances...c.scceces 
it am reguired to trace the cause of budget 
Meerences CS Zroups or individuals within my 
OSAP STD Sy 00 A RS 2 a ce 
Meamereduired to report actions I take to correct 
MPEEe OUEST VATLANCCS...ce wcrc se eevveeeeseces 


a eEe aes ase ae eaeees eet ase ase es Fase SF Sets eters as ss ese we awe Ss See wee SS we es awe = wwe ae ae a ws as a =) as = 


tworKk With my superior in preparing the budget 
DREW AG MN OTI C6 kc ew cht we ce we te tw we ewes 


Meermeconsulted py my superiors about specia! 


Meesons | would like to nave included in tne 
pee Pee OT CO is eos Soe ao oe 8 We 6 ew ee ee ees 
MmmeomreO MY SUDerviscr for advise on hew to 
EE ROU OL 5 5 6 oss WSe es + 66 weiss ee 6S Ree oe ee oes 


feeeeersonal invclvement in Budgeting 

Preparing the budget for my department requires 
feeeeecencing tc a great number of detalls..... 
J investigate favorable as well as unfavorable 


Sere S eo MY GCEDAGUMEN . 25 ms vss ce ee ee ee 
Meer ochallty investigate budget variances in my 
BURP EMO) sey) + 4 4 6 6s so 0) 4 oa 6 66 SS C6 6 66 6 Ws oe oe we 


feerscuss buczet items with my Suberdinates when 
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Menem lestiecessary to charge scme activities to 
Semicon accounves when budgeted funds for these 

pee es Maye Deen USEC UD... .s se ce ec ee eee ee 
Meee to Ssnift figures relating to cperaticns to 
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PNueirols OF VARIANCE, BUDGET-RELATED "BEHAVIORAL ITEMS" 
(current study) 
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ANALYSIS OF VARIANCE, MOTIVATIONAL AND ATTITUDINAL ITEMS 
(current study) 
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